by-FRED CUTLER and SAMUEL PIZER

Foreign Operations of U.S. Industry

Capital Expenditures, Sales, and Financing

THE lntest survey of the foreign
operations of U3, industrial firms," con-
duated in the summer months hy the
Office of Business Keonomics shows the
following principal developiments:

{1} An ineraase of § percent in plant
and equipment axpenditures ahroad
from 1962 to 1963, to o total of 34.9
hillion, with the lorgest gain in the
petrolenm  industry. For 1984, the
company projections indicata somse re-
ductions in outlays, but a continued
high rate of growth in foreien pro-
ductive capacity.

(2) Sales of the foreirn manufactur-
ing units reached $28.1 billion in 1962,
an inersasa of 325 billiow from the
previgus year. Ouistanding inereases
wers reported for chemicals, siestrien]
machinery ond automobiles. OF the
totsl sales, $1.4 billlon ware exports to
the United States and $3.2 hillion wers
export sales to third conntries (e, wera
sold to foreign covntries other than the
couniry of production).

{(3) Financing of the forsign affilintes
shifted inereasingly to non-I1.8. sourees.
A total of $5.8 billion was required to
finance mining, pelrslsum and manu-
{neturing cperationz abroad in 1963
{apart [from dividends ond Lrench
profita poid out). Of ibis totel, 16
porcent was supplisd diveotly from
parent companics and other TIS.
aources, by f(ar tha lowest proporticn
sines the collection of these dnta began
in 1957. Aboué 60 percent of the
financing required wis sopplied [rom
intarpal sources of the foreign aflilintes
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(enrnings oand depreciation cbarges),
sud sbout 26 percent from external
eapital sources abrond,

In the following article these mujor
aspects of the foreign operations of
US. companies are examined in some

CAMTAL EXPENIHTURES ARROAD BY
U5 MANUFACTURING COMPAMIES
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detail. This discussion is closely re-
lated to the article on international
investments published in the Auvgust
Survey of Cunnent Bosiness, which
gave data on pet capital flowa, book
valoe, snd incoms bs used in the
balance of paymenfs accounts. To
rourd out ihe informabion nocessery
to evalunte the overall effacis of the
expansion of producing units operatad
by foreign subsidiaries and branches of
US. firms, a new annnal survey is
being initiated giving data on exports
from the United States to these foreign
affiliates.

Plant Expansion Abroad

At midyesr, U8, firms estimpled
thet expenditures for property, plant
and equipment by their foraign affiliatea
would exceed $4.0 billion during 1962,
about 8 percent more than in 1962.
This would represent & high volume of
capital outlays snd eoinpares with $4.8
hillion in 1957, when thesa surveys
began, At the same time, componies
projected o decine for 1064 to $4.5
billion. Actval expenditures in 1962
wers $4.6 billion, slightly Jesa than the
$4.8 hillion proviensly projected for
that yenr, Monufacturing investmenta
exceeded projections, while petrolsun
outlays {oll short.

In the past faw yearzs projected
pxpenditures for manulpcturing eom-
ponica have been on the low side; this
suggests that final totels for this
indusiry in 1963, as well oz in 1964,
may turn cut e he hiphes than now
projocted. On tha other hand, pro-
jectiong of fufure capital outlays by
oil ecompaniee lhave consistenfly ax-
ccoded octunl investment experience.
For mining companies, little divergence
bas been observed bebwosn actual and
projocted eapitnd outlays. Tt is not

13



14

yet possible o derive correction (nctors
for these prejections of foreign outlays,
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Manufoceuring investments siill
rising

In 1063, for the first time, enpitel
outlays by 1.8, controlled forsipgn mana-
ufacturing companies are expected lo
exeead 32 billion despite a leveling in
investments by Europaan nffliatas,
which are harely topping 1962 sutloys.
In other oreas, hewever, investnrent
activity appears to be stronger, particu-
laaly in Caonada and Latin Americao,
pinca 1063 outlays are expectad Lo
excead the previous year's total by
about $5¢ million ench.

The chemical indusiry which is
raising capital investments by more
then #150 million this venr, accounis
for the mnjor change in the manufsc-
turing total. Outlays by other monu-
facturing  indusiries are currently
rynning near or below the 1382 levels,
Capital investments in the transportn-
tion equipment industry, which had
been rising rapidly in earlier yems, me
now $60 million below the 1902 mmpunts
with Common Mnrket countries show-
ing 5 drop of more than $80 miliion,
noty that major expanslon sins appetr
to have been met. However, thesa
figures do pot include purchases by
.S, companits of exizting enterprizes
or minority nterests.

Naw investment in Europs, which
had risen by mbout $100 millign in
1062, remnins practically unchangad at
hetter than %950 millisn in 1963, a
little undar half of the world total. A
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declina in Common Market countries
enuged Dy a drop of investments in the
teansportation equipment iudusry is
being balenced by higher outlaye in
other Buropasn countyies, primanly in
the United Kingdom, Plont and
equipment expenditures by chemical
companies {including sizable smounts
for petrochemiesl firme largely financed
by oil companies) sre rising by more
than 50 percont.

New capitel investments i the
United Kingdom and in Gertnany will
acegunt for over two-thirds of the funds
now being invested by U.B. controlled
epmpanize in Enrope. Highor outlays
in 1963 wera reported for other Comman
Market countries, except France, with
investments for new chamical and other
manufacturing fnsilifies vising by more
titan 50 percent.

Not much change i foreseen by
tompanies in projecting 1964 capitel
spending for Europe; chemienl oom-
paniss expect o raise investments
further, bui esmpaniez in the irons-
poriation  equipment industry  {pris
muvily antomohiles) predict ahother
cut in their eapital investment progrngs,

[1.8. companies reported spending
for new plant in Canadn at the rate of
$£520 million in 1963, 10 percent more
then expenditures in 1962. This reln-
tive inerense is in line with projestions
for nli of Canadiah industry. For
U8, rompanies there js o gtrong rise
in outlays by chemienl eompnnies,
whith acecuntad for 25 percent of all
U5, manufacturing expenditires.

In Letie Amerien, os iz Conada,
renewed highe for capital spending ave
tied to the ropidly exponding shamical
companiss, which expect to shaw o rise
of G0 percent over 1242, to account for
one-third of all manufacturing spending
by 115, companies in Latin Ameriea.

Mozt of the inarcase in manufactur-
ing investment in Lntin Amaerien is
centored on Moexico, where expendi-
turzs for plant and equipment are
rising rapidly; the total for 1964 now
predicted is double 1962 uutlays. In-
vestments in other countries in South
Amervica and the Canbbean avea, bol-
stered by o fow major pru;ecta for
lertilizar and other chamies] plants in
Argenting and Trinided, showed little
change for ths yesr. 'The deeline in

WEHLE Sre ZETT L L iesode 1068
1964 totals is ¢aused primarily by the
completion of some of thess major
projects, rather thon by o widespread
decrense of investment aciivity, and
remains well sbove {he arerage of the
195762 perind despite the disturbed
political and economic conditions in
somne of these countries. Frojeeted
sxpenditures in Argentine are particu-
larly affectad by project terminations,
nnd ara dropping by 40 percent between
1882 and 19004, Quilays in Brazil in
1964 ore expected at the 1962 level,
gomewhat down from the $50 million
for 1963.

In the rest of the world (Africa, Asia
and Qoeanin), o sustainad growth of
manufaeturing investments continues,
with an inereasing woiume of invest-
menta going into tho automative and
mipchinery industries, and inko palre-
chemical and other chemicol plants.
About one-half of these ontlays are
being made in Australia, and invesi-
ment spending is subatantial in Japan
nod I[ndia.

CAPTAL EXPENDIFURES BY LLE.
COMPAMIES HERE AND ABROAD
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Petrolewm investments expanding

0il companies report currend spend-
img for plant and equipment of $2
billion for 1963 and project axpendi-
tures of $1.7 Dbillion for 1964, not
greatly different from the 1958-62
sverage. I[n addition to these enpital-
jzed expenditures and investments,
companies nlso charged against income
certain exploraiion and development

costs, Fipuree o 1062 e shown
bealow,
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Most of these investmonts one ex-
penditures are being made in the Eastern
Hamisphers, reflecting the continued
construclion and expansion of oil refin-
ing [neilitiex in Europe and other nreas,
partienlorly the Far Enst, and the
buildup of related tronspartation and
marketing operations.  Investment and
expenditures mada for new produging
ficlds are partienlorly heavy in North
Afrien, but aective search in other areas
ranges from the North Sea to Australin.

Mining investments decline

Mining and smelting componies in
Canada reporied sharp drops (rom 1982
in projected capital investments for
1963 and 1964. Major mining projects
for tha development. of iron ore deposits
have either besn completed, or are
neacly complete, nad few new vanfures
are taking their place. Thare s little
prospect now of lmge scela mining
developments in other ntinernls or
metals in the nesr fubure.

In Latin Awmnerica, littla change is
acen in the 1962-64 peviod in eapital
oetlays Tor miniag eoperalions, with
axpenditures ronging between $90 million
and §10¢ million sonmually. Major in-
vestment potivities continue to center
on Chile vnd Peru in the development
of coppar and iron ore properkies,
Jamaica {hawxits), and Venezueln {iron
ore),
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Az for other oreas, the development
of bauxite mnd iron ore depesiis is
important in West Africa, and manga-
nese wnd copper projects nre being
devaloped in Central and South Africs.

Trode ard other industries

Plant and cquipment expenditures
of ¢companics in trade and distribugion
ate continuing the rising tread observed
in etrdier smurveys. More than Lall of
thess expenditures are boing made or
projected for Burope.

Capital inveatments in the “other
industries” grovp are being made ab
the rata of 5255 million in 1063, and
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ore projected downward to $235 million
lor 1964. The 12683 total is sbout
equally divided pmong three groups:
wgricultural entorprizes, public utility
companies, ond enginecring firms and
pthar servica indusicies,

Most of the agricultural expendi-
tures are being made in Latin America
(%40 millicu), bhut copital cutlays in
Canadn sre alse Impartant, perticn-
lazly lor forest sperntions. The bulk of
the public otility investiments are wlac
located in Latin America, where they
now toial about $50 miilion. In Can-
ade, public atility operations e fre-
quently relaked to mining operabions

Tullo 1.—Mant and Bgujpment Bxpenadibuns of Dircet Foreign Investments, by '
Country and Mujor Industry, 196151 ’
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Table 2.—Flaat and Equipnyent Expenditures Alroad by U.5. Manuikcturing Companies,  (rajlronds}, or cil company sctivities
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epch but nlso aeguisitions of other
wemats.  Peteolewm affilintes in ol pro-
dueing countries in the Middle East
and Fur Eask accounted for much of
this deecline, sines they had reporled
abnovmally large amounts under ihis
heading in 1562,

Sources of financing

The financing of foreign nffiliates hus
ghewn a fairly steady (rend toword n
greater share of internal and {oreign ex-
ternal sourees of financing ns compared
with funds coming (rom the United
States. ‘T'he latter provided 2¢ parcent.
ol the financing required in the three
major industriss in the 1957-61 period,
but only 18 percent in 1962, This
trend reduces the capital outflow fromn
the United States und therefore bLene-
Fta the balance of peymenta wecounts.

As used in the context of the sources
and wses of funds the ‘funds from
United Stoles® teruds to be lower than

SALES BY U.5.-COMTRULLED
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By Mojer Product Grpups, 1957 ond 1762
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ihe net capifal outlow for direct invest-
ments shown in the balanee of pnymonts
neeounts, This s because the latter
includes acquisitions of the stock of
existing ventures or purchnses of out-
slanding stock (neither of which sup-
plies new funds to tho foreign operaling
alfilintes), and nlse counis as capitnl
flows ihe entire inercase in net forelem
assels of branches; soime of the invrense
in net brancl: assels is atlvibuted to re-
invested omrnings in table 5. On the
other hand, funds from ithe United
Siates shown in table § nclude banlking
and conuneccial lonns included s slort-
term or portlolic investinents in the
balanes of payments aceounts, and alse
some (1.8, Governument financing. The
loltowing table ilustrates those relatiot-
shipa for 1982:
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The date for varnings relained wbirgawd
also differ, in part because of the change
in treatment of branch earninge men-
tionad abovo, and nlzo because in the
sources and uscs context the foreign
subsidiarice are treoted as if they wors
wholly owned, 0 that reinined carnings
imelude w sizuble portion aceruing to
[arcign minority stockheldars.

Funds obtained [rom external sources
abroad are related more to working
eapitul requirements than to plant and
oquipment expenditures, though there
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is no pecessary o direet link botween
specific sourees and uses of funds. To
1962, a3 noted above, there was e reduc-
tion of about $0.2 billion in the mnouaf
required for working Dmlances, but
there was n small inereasc of nbout $50¢
million in foreign external finkncing,
The differentinl movement was natable
for the petroloum companirs, which re-
quired F300 million less for wwking
capitul, but inercascd iheir finuncing
abroad by 5165 million. This net
switeh of $485 million made possible o
very considerable veduction in pressures
on the U.S. balanee of payinenis, since
this industry reduced the uae of funds
lor these florcign affilintes frem the
United States by a like wmount.

For manuincturing cewmpaiies the
oxperience variod among wveass, and io
tho aggregate forcign Hnancing wis po-
dueed while working capital increased.
In Eurcpe o sizable decline in working
capital needs wae ahout matched by
a drop in the smotunt obtained from
Coreign =ource inancing, wnd in Chneda
i lurge increage in working capital was
fivanced lorgely Irom local sourees.

A purtinl brenkdown of the types of
fnnncing from external sources nbroad
wiz obfainad for the frst tine for 1962,

and enn be summnrized os follows:
Indkfiome of dubiwry)
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g
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Otbor Ineronms Qi Bofokem
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Fanals i Mo Fofoien
WIRLeR . . - e aeeen it ) I} -1
TEwrid Of el Secrifle .|  BHb " a2 200
OiRer AQelEl St v (o 1 T My 3

The largest extennl source nbroad,
olher incresses in foreign Dabilities,
ropresents (eade credits, weeruing tox
and other liabilities, and probably some
long-term debt sold to the public.  Bor-
rowing from [oreign finaneinl institu-
tions nod issues of equity securities
ware aleo large, Lowever, agpregnling
over $0.5 billion. Europe accountad
ler obout $0.2 billion of thiz total and
Canada for ahout $150 million.

Internaf sonrcos lgrgest

Fundz penerated Ly the aarnings and
depreciation charres of the [oreign af-
filintes aecounted lor about &0 percent
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Table 4.—Domestic and Forcign Expendltures for Mt and Faguipmens in Selected
Imod egtrics, 1061

ERIMana nl diffinrs

of nll their finaacing in 1902, compared
with about 53 percent of a smaller total

in1861. Deprecintion chorgesinereased
Egrmuudilace; 1961 Esp1uibures 1k I xpeaHi ks 1002+ bF Dll]]f o oningr amount in 1ﬂﬁz,mninl:,r
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Sales from Foreign Plante
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the Capadian economy. Gains were
lrgest in the autometive products
group,

Sales in Latin Amerion showed con-
tinued stendy growth, with chemical
productionup by 4 censidevable amount.
Substantially expanded sales were re-
ported for Brazil and Mexico, but sales
m Aagenkine lngged refleeting gencrally
depressed condifions in that cowntry.

Most of the inerense in manufactur-

Petrolain...o.~.— |1, ing sales in the rest of the world was
a— concentrated in Australin, with smnller
lj,n;llﬁfl?a Iﬂmmmlmqmml. Tovbol. 1 Diecladis oiseedlaneeus 1hcdutles sihor Wesarn 1Lombplsse.  jpereases n Jll-]:lﬂil'.l. and the Re.pub]ic of

Mgt ~—Detndl gooy an add Lo Latuly bersuse o reasding.

South Alrjes.
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Comparisons of the sales dats with
the figures for net income show a slight
inprovement in the overall income/
gules ratio to G.44 percent in 1962 from
528 percent in 1961, The gain was
primarily i Canadian operations; in
Europo the ratio dropped sharply to
433 percent froin 8.75 percent; rising
costs wore a significant factor in the
Europenn economy in 1062,

Destinotion of seles

Ovrer 20 percsamt of the autput from
the foreign menufacturing plants in
1962 waa sold in the domestic rarkets
of the countries where the plauts wers
lpeated. The breakdown in teble &
shows that ont of total foreign sales of
$28.1 billion, ohout $1.4 billion came
to the United Sisiee and $3.2 billion
wern exported fram the prodocing
countries to other foreign countries.

Most of the sales to the United Siates
oririnate in Canads, ond consish pri-
marily of such traditional items as food
products, poper and other wood pro-
ducts, chamicnls and metals. Imports
from the Eurepean plants swnounted
ko $175 million, moioly chemicals
and uon-electzical machinery.. For
Latin America and other countries
jood products were the only sizohle
moanufnctured export to the United
Blates.

These figures are comparable to thesa
cellogted by a complete survey covering
1957, snd show that in the 6-yenr pariod
the incrense in exports [rom U.B.-
eontrolled planis sbroed to the United
States was only about $250 million,
and this was almost entiraly for Cannda.
Howaver, there. was an inerease of about
$1.5 billlon in export sales among
[oremgn eountries, of whieh $1.1 hillion
wns reported for European eountiries
and about $0.3 billion for Latin Amerien,
meinly in foodstuffs. This indientes
that the majn impaet on US. trade iz
on esport teade roiher thap in the U3,
donieatic rmarket.

Exports and foreign production

For the group of major manafnctured
itema included in toble 9, sales from
foreign plants of U.8. companics ¢on-
timued to grow considerably faster thon
exports from tha United States in 1962,
Sinca 1987, the value of forezgn produe-
tion has risen by over §7 billion, while
exports incrensed by s listle owver $1
bhillion.
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During 1962, farcipn production grew
four ilitnes 58 much ns axports, with
onty nan-eleetrical maehinavy showing
preater giing in exporta than production
abrond. The grontest contrast in sales
polierns was in chemicals and trans-
portation equiprment, bolls of whielk
wore produced in mueh grenter wolume
in foreign plunts in 1962, but showed
only minar export increnses.

Of course, production in foreign
plunts requires n considersbln exporta-
tion from the United Stages of materials
amd para, as wall ns capitol equipment.
Dati for these related axports will he
evuilnble from a 7ecently initiated
annyal survey, making it possible to
evoluate more ncoursiely the chooges
in trading patterns connected wiih the
eslablishment of foretgm producing
umils.

Tuliln
By eeTastniping
Selnctad Conndeisg e

Laa ninbame of Ardlarr]

SURYEY OF CURRENT RUBINESS

7.—Sakes by Dircct Tnveapmenk
eges  Alvogdd by

Ycoara

Mg o wadnley s | sy | W | RN | LHE
Al grome, il . —|H,. 330 (20, TO0 |2, 650 |35, B30 24, 1M
L LU L Tunm— % Lol LU A Y R

Um Atnerics, Lutal.. . 46 Rk | A, 1N | 4, B0
Yo vantme B P | M | o | i

T -1 ] aw | I, X%

hE L B | 144

k-] it ] am M

L1 475 L0 ]

Burape, in L AH (N, 87 | L, TR

Thelghu,

[

hurg NHE | D £}

Trurao_ Loz5 1, 198 | L0

Hormoeya. ... L BSS | 4 S | 4, &

Ot i Bix | g5 | L l0b
Oilber wrem, Lalal L] LN | D

Ausgtmalla 3] 1 mE | 1,085 | 1,004

Jupnn ol =0 L ELL

Fhilipplop Ropub-

. g 1 14k 1 185

Repiflic ol Bath

| ik 1] Hos i~ a5
Otlegr cominibriean .| MWE M HA F 1]

Tubla . —Exporte from the United States und Salca by Direot Lveskment Enterprioes
Abrond of Selecicl Manulactures, by Aven, 187, 106162

IMIhInulsuhlnllng].
Al arops, todal C'mndidn Lalin Anerlent Furmim {iher Aram
Tl ot fon
A1 Iﬂlq THBE | 09T A [{N00 | PO | AT | will | LHAE | RAT | Tel | LD | 17 | v | Hice

Hajerizd Nuaun ey

Forolgn ealon, T2, 4200 17, 708 L,

LR | I [} 8

uul wllbel n:

Hpgnmhnsulmm R8I 1 %I 3, 420

1.E. exparin aml A

Eﬁ.ﬂ" sulos . FXTII RS

] [ —— | \

LU Y T I 1 1771
Teabber E:lmu:

Ford LET B08 1, ZIW 1, 2

[ JOTT - T 00 i
Magbloery, cxcopt aieelreal:

s o g T [, A 2 T35 500

V.5, nxpatis I Y
HEloetricn! manhiney:

Fi 30WE, BT 2%

VB erparte... . ..., | BHY{ M
"Tromapor Latlon Ak

Fm:u m"qﬂ ............... 1, 00 e

UL Yo T — I L)L

{tetobar 1043

Tablo #,—Local 3alea and Exports by Dimoet
nvestmont Manulecturing Entorprises
Abroad, Prineipul Commuodities by Arena,
1962

[ BEM Nt kol el

Ex-
Rz lpaortml
Toted | Lol {ported]  to
Arcas wbd julgeity wnles | sulea Ls | ather
B, | -
tries
ANl nararap, Loviak L 131 CED f.r . ]
Feowd g‘:: By l' 168 119
161 SEm 1235
1,794 1Ly 145
L ¥N) 14 1)
1,74 1 4L
5 ¥ i1} =1
ik | 2, 545 15 i
8,000 | & TIE B #5
[EE.: - T 4,018 | &, Bw 1m )
Cannda, Jainl, .\ ceermn emes o,0H | B 88 | 1480 ¥
mur‘ﬁarauufru it 1'%& @ ﬂ lﬁ
ﬂunlﬁh--.,-.‘l,.,,. i || e *
Dwbber pralvols _____ ELT 2 4 [
Frimary amt fabrios
metnle.. 1,005 e ] 180 L]
Manhinery, cielnsling seo.

__________________ ) i 1) 4 o
Elootrloal mmchinery. . .| L1116 | 1,486 5 %
Tronepneiation squinment.| 1,&0 | 1, B 45 I
Okkar pebucts. ... ..o | LR 11 145 F.0)

Lailts Amnetien, dakad 40T k. -+
ws____ L1} Hi 11 Mk
Eapar wed alliod peoiboes | 136 [N 1 1w
B 1] M
Twihber Fl i LIS 5
I'ris

romtn 5
Hﬁlmu‘. oxe B Ing ehes- R
Bmm“mmguﬁ “.:ZZE 1
Ckhey Loodlizoly, oo | jlT)
[T 1 . L 1K
Food prodicis . . H
Faper und allled prmlioois. . I
Chembab,. .oouniina | allsu
Hubber prodatcty, . .on.. | ET)

Fr a2l [ohrleatod
[[11]
L]
ey
1]
bl
13
1]
]
15
]

L1 Bs

05 b
o 50| B
Oﬂlﬂrmpwdu R N -1 (1] 1]

1 Enaices gty Wktarm 1omEpdiers,
Hewe,—Datall may i adel 1o 1ot Decwtna of rianding.

7 Exobuwdre siviBo mlv el

1 Enaliks coher Westorn MamBphers.


file:///merlcn
file:///reas

